MTC - Challenges and 
Opportunities 


By Narayanan Nochulur 


Medical Technologies corporation (MTC), a Pennsylvania based medical equipment man 
retained the services of Coursera Supply Chain Inc, (CSC Inc)to analyze the surgical devi 
and suggest ways to improve the business. 


More importantly, with the passage of Affordable care Act (a.k.a ACA), a 2.3% excise tax | 
medical equipment revenue. This will have an impact on the MTCs bottom line. 


This study is carried out by CSC Inc’s Supply Chain management specialist Narayanan Noch 


Medical Technologies Corporation (MTC) , one of the largest Surgical devices manufacturer based | 
Pennsylvania, is faced with challenges from the newly expected Excise Tax of 2.3% from Affordable 
Act, on revenue from device sales. | 


The 2.3% excise tax will impact the MTCs profit margin by 10%, which is a huge drop for tele comp 
supply Chain Manager is looking for ways to meet the new tax and also maintain the current Bic 


While the new tax is a big challenge, it also provides a great opportunity for MTC to analyze th 
Business process to see how the company is spending and the opportunities for | Improves 
meet the new tax, but preparing the company for future growths. J 


Note: This is not a real report. This report is a submission as part of Coursera.org’s Supply Chain 
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On analyzing the MTCs business process from the 
available documents, Charts and tables - there is 
a circuitous route for the surgical devices from | 


MTCs manufacturing to the hospitals . 


Device Group Purch 
Distributor(s Organizations(s) 


Hospital(s) / 
Surgeons = Sales Engineers 


As can be seen in the diagram in the previous slide - the MTC manufactured surgical dé 
subcontracted for sterilization. 


° The devices are in transit for 48 hours to subcontractor, followed by 24 hours of steriliz 
Another 48-hours in transit back to MTC. 


¢ In total - the stock is in-transit for 96 hours and not available to anyone. 


° The transit and multiple handlings adds lot of costs and possibilities for Wastages, Damag 
Losses. 


These costs are even before the devices leaves the MTC doors for sale. 


° MTC is not selling directly to hospitals, but to Surgical device wholesale distributors, who int 
them to Hospital’s Group Purchasing Organizations (GPO). 


¢ The Sales Engineers carry the instruments to the surgeons / doctors to operating theaters. 


With every step, there is a drop in revenue realization for MTC. Wholesale distributors buy at discou 
rates from MTC, add a margin and sell to the GPO. This is an industry set up, need analysis on this 


° The sales engineers - with their experience, proximity to Surgeons and Doctors exhibit a cle 
assist the surgeons in device usage. This results in their annual pay packages ranging frof 
to $1 million. This is a huge part of MTC Supply chain budget. While the sales engineers, with 


hospital, which translates to more sales. 


Current Business Process questions: 


There are many questions to be answered. 


1. There is a big effort involved in the subcontracting process. Can this be changed? 
changing this process? 


2. What is the value addition from the Device distributors? Can this process be changed? 
needed to change this? 


3. Sales Engineers’ compensations are through the roof. Are the pay packages in line with t 
and service provided by them? Second main question - Is there another way to get the 
the doctors / hospitals ? 


We will take the process flow and analyze the alternatives, their Pros and Cons in the follow! 


MTCs Processes can be divided into 3 major sub pro 


1. MTC Device Manufacture [ Sterilization [] Sale Red 

2. Whole Sale Distributors []] Hospitals Group Purchasi 
Org Nexus | 

3. Surgeons / Doctors and Sales Engineers combination. 
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1. MTC Device Manufacture [j Sterilization [] Sale Ready 


Following are the breakdown of activities / costs involved in the S 


1. Sterilization subcontract vendors need constant monitoring ana 
devices are an FDA approved equipment. 
2. There is 
a) Purchasing/Procurement costs for the Sterilization Subcontraé 
b) Costs and Time in Pick, Pack and ship devices to subcontracto 
c) Costs and Time in Receiving, Inspection and put away on\the st ices. 
3. Pick and pack, for sales. A repacking of devices may be needed - ift 
subcontractor is not sales ready. 


Sterilization 
Subcon 


It makes sense to cut down these additional expenses by mo 
sterilization to inhouse. This instantly brings down 


1. the inventory by 4 days (96 hours in transit stock), The 24 
Sterilization processing time cannot be pruned, as it im 
2. Purchasing costs and vendor evaluation / monitoringé 


Sterilization Sia eliminated. y 
Sterilizati 3. Unnecessary pick , packs and shipping are avoided, 
n i 
Manufacturing 2 Move the sterilization from subcontracting to inho ISe proce 


Manufacturing directly feeds to the sterilization process, avoiding the 
Pick Pack Ships, Receive , Inspect and Put away 
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Advantages of Inhouse Sterilization process: 


1. One less subcontractor to Evaluate / Monitor and Manage, by MTC purchasing. 
2. One less headache for the purchasing dept, maintaining contracts and cutting purchase 
3. Inhouse plant can be set up manage today’s load as well as be ready for tomorrow’s prod 
ups. 

Avoid the pick , pack and Ship to Subcon vendor, Receive, inspect and put away from subco 
4 days inventory is released from in transit lock. MTC can plan less. 

Handling is reduced- which reduces waste, damage and losses. 

MTC can guarantee the quality of devices, now its in its control 24X7. 


oS 


This change will save a lot of Money and effort for MTC. 


Challenges of Inhouse Sterilization process: 


8. The biggest challenge is convincing the board for CAPEX investment for the Sterilization plant set u 
9. New sterilization plant is not instantaneous. Needs time to set up. 
10.Employees need to be trained in running / managing the new plant. \ 
11.Existing contracts with the sterilization subcontractor must runout. If there is a longterm CO trac 
them, an exit strategy need to be worked out. ; 
12.The processes need tweaking and reset. The devices come off the sterilization and put awa 


Items 1 & 2 in the above list are the major impediments to this approach. Also item. Beds 
However, these are onetime big effort / expenses. Once done - it will greatly help ‘in th 


2. Role of Surgical device Wholesale distributors and Hospital Group Purchasing Organize 


Device Group Purch These are powerful organizations that of medical 
. = = equipment from manufacturers to Hospi irsce 
Distributor(s Organizations(s) limited purpose like aggregation of items 


provide one stop shop for the GPOs and, 
products near the hospitals. 


Other than the logistical support, there is no value addition from distributor. The GPO - with their purchas 
drive down the cost of procurement for the devices, impacting realization for MTC. MTC may have very lit 
to eliminate the GPO, and may have to work with them for hospital supplies. 


If the Device wholesale distributor is completely eliminated from the supply chain - MTC would stand to gain é 


a. Distributor / Middlemen commissions will be removed, increasing the sales realizations. This will improve t 


bottom lines. 
b. The number of days inventory - currently held in the plants can be reduced, as the turnaround time from 


manufacturer to hospitals will be reduced. 
c. The packaging can be for lower sale units, instead of bulk packaging for wholesalers. This will improve theg 


realization. Hospitals also will like this. 
There is a huge savings by cutting the distributor commissions, that will definitely improve the MTC bottom line 


It will be very difficult to completely remove the distributor quickly. Also, while MTC can plan to sell di 
Hospitals and healthcare service providers, for small facilities - we need the help of these or similage 


There should be a dual strategy, to eliminate the distributors over a period of time for marketingito | hospitals / 
facilities, and retain the distributors serving small hospitals / facilities, where it will be expensiwé tor MTC to directly sell. 


Device wholesale distribution and GPOs Elimination - Challenges: 


1. 


Device wholesale distribution Elimination - 


r I: Mines : 
Tee posse would be to eliminate the Device wholesale distribution for the Big Hospitals and Health care facilities. ork with 
the Hospitals and Healthcare facilities through the GPOs. 


Set up 3PLs near hospitals for the logistics. Retain the Distributor for small and retail markets. 


MTCs presence in the hospitals should be enhanced by setting up Smart Kiosks and keeping these stocked up. 


Device wholesale distribu 
Elimination - Advantages: 


1. These organizations do no 
addition other than logistic 
logistical support piece can 
sources - these organization 
from the supply chain. 

2. Removing them from the suppl 
improve the sales margin - ast 
commissions and cuts are elimin 

3. MTC can match the price Distribu 

Distributor elimination will need to be filled with a 3PLs for stocking the materials near the offering the GPOs. To be competitiy 


hospitals. small discount can be given initially@e@ entice the 
Board needs to be convinced of the new 3PL set ups. GPOs. the deal will be sweet for the Hospitals and 
Also, smart Kiosks needed around the hospitals, near consumption locations - stock is available GPOs. MTC will realize better margin: 

all the time. 4. Time to the hospitals fron MTC greatly improves. 
3PLs and Smart Kiosks are CAPEX. There will be a financial stress initially. 5. It will provide an opporténity for MTC to closely 
GPO need convincing to add MTC as supplier. This may involve adding new SKUs by GPO. work with the big hospitals and involve in new 
New processes needed for the direct sales to GPOs / Hospitals. Process for keeping the Smart developments and bring innovations in their 
Kiosks stocked needs development. product supply. 

Both the organizations are very powerful, and their elimination will have to be gradual. 6. MTC should work closely with uf GPOs / Hospital 
After the elimination - MTC will need to be extremely careful in managing the Hospital / and instill a confidence in them that MTC is not 
Surgeons expectations. Any misstep in this can lead to backlashes. Paving the way for the just a supplier of Surgical devices, but a close and 
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3. Role of Sales Engineers: 


Today the Sales Engineers are doing a great job - ensuring the MTC pr 
various hospitals. Surgeons / doctors depend on them for various MTC nd their 


Hospitals / Sales right use, sometimes even during the surgery. MTC is in the sight of the 
Surgeon(s) Engineers / Surgeons because of the work done by these sales engineers. They gene dwill and 
alas _Peonle visibility, this may be leading to additional sales. 


For their great service, they are rightly compensated anywhere from $300, 


All the success from the sales engineers’ services are coming at a very huge price for MTC. Is this justified? The sales engineers 
doctors. Still they get paid a huge salary, as they are seen assisting the doctors. They deliver the needed devices in the OT. Is thi 


The service engineer’s role as surgeons trainer, delivering the devices in the surgery room and all may have worked well in the pa 
time to take a look at their role and Job Description. Training the Surgeons on the device usage is a continuous process. As new ite 
the list, trainings will be needed. MTC need to first, train the sales engineers and who in turn will be training the surgeons. This is ah 
company. Its now time, to take a look at the modern technology available to dissipate knowledge and that too ON DEMAND. 


MTC can easily create Videos / Documents demonstrating the use of these devices, products details, specifications and capabilities an 
enhancements to them. Load these in MTCs Inter / Intranet sites. Provide access to these resources to the hospitals / surgeons. The sur 
doctors can train themselves with these resources, which are available on demand. Of course, if they have any questions, Our sales Engi re on 
hand to clarify them. 


lossy 
links. 


One only need to look at the real estate market, to see the changes. Gone are the days - when brokers would distribute printed brochures 
papers of houses for sale in the market, Comparative Market Analysis reports etc. Today these are distributed electronically by emails and U 
The similar approach can be extended to MTC products as well. 


This will reduce the Sales engineer’s burden. They can be reassigned to multiple Hospitals in a specific geographic area. Something like MTCs 
“Hospital District”. All the hospitals in the district will be served by one sales engineer. May be add a couple of young/new sales €ngineers or even 
Interns to assist engineers in the process. The salary of the young/new sales engineers / interns will be far less than the surgeon assisting sales 
engineers. They are MTCs point men ready to jump in and help clear any issues. This will bring down the number of sales ee needed to drive 
the MTC visibility, and bring down the distribution cost. 


With the Sales engineers not delivering the devices to surgeons in the OT, the gap must be filled by setting up SmartéKiOSks around the Hospital. The 
nurses / doctors will self checkout the needed instruments from these Kiosks. There will be new process for normal€heck Outs and for ER / 
Emearnancy caNncCIImMmNtionn — diffarant nrnocaccac may he catiin MTC will have tha naw nroceacc — ctockinga tin the cmar Kinecke 


Proposed to change the Job Description of sales Engineers 


Hospitals / t 
Surgeon(s) 


Sales 
Engineer: 


needed support. 


Advantages of Sales Engineers modified Job 
Description: 


Sales Engineers will not have to assist the surgeons in 
OT. 

They do not have to carry devices to OT. They may do it 
occasionally, but not as a part of JD. 

Sales Engineers job will be build MTC image in the eyes 
of the hospitals. 

Sales engineers - with sales experience with Image 
building qualities only is needed. This will bring down 
the CTC to the company. 

With the additional bandwidth - one sales engineer can 
be assigned to multiple hospitals in the specific areas. 
This will bring down the number of Experienced sales 
engineers, and the MTC compensation burden. 

Sales Engineers now can work to instill the confidence 
in Hospitals. Projecting MTC as a strategic partner, 
ready to work with the Hospitals for long term growth 
and gain. 

Fynect the scales enaqineers to direct their efforts to find 


With the modified Sales Engineers Job description - the soll 
link with the Surgeons / doctors will be replaced with virtual 


Challenges in Sales Engineers role 
ig 


Sales engineers are embedded into t 
systems and the sales process. It will 
to wean their services from the surgeo 
MTC sales department is going to resist 
with all their might. 

Being close the end user of MTCs devices, 
provide a huge visibility. This will be lost. 
Changes to Sales engineers roles will not ha 
overnight. This will be a slow process - MTC ¥ 
to sensitize the sales team to maintain their 
confidence. Else, there will be a quick attrition of 
sales engineers. 

New investments needed for the sre Kiosks. This 
needs budget as well as time. Board needs to 
approve this process. \ / 

New processes needed for the Smart Kiosks stocking 
and maintaining them. New trainings needed for the 
hospital staffs in consumifig the devices from Kiosks. 


Proposed MTC process Flow will be as below 


Inter/intranet Demo Video 


Sales 


9. Hospital GPOs should be convinced to directly buy from MTC , rather thaospaalistripista@nl also need time and Budget. 


3PLs near 
Hospital(s) 


Success Factors for Modi 
iL, 


2. 


8. 


Convince the Board and to 
the Sterilization to Inhouse. 
Board to sign off on the Bud lant and 
the Timelines for the plant to 
Existing subcontract agreeme 
companies will need to be bou 
The time taken to exhaust this c 
baked into the plan. 

Recruit / train the employees for t 
Agreements with device distributo 
renegotiated and eliminated. 
Convince the boards to have 3PL ne 
to directly supply the devices to hosp 
be a need for more than 1 3PL near to Spital 
areas. It makes sense to use the 3PLS I | 
building MTC warehouses. 
Challenges from the existing Distributors eed to 
be anticipated and mitigated. 
Board should sign off on Smart Kiosks inal 


10. MTC can offer the same price as the distributor or a little discount to bring in the GPOs into fold. 
11. Sales Engineers role will be modified. Work with the sales team to make them brand ambassadors. Assign Sales Gngineers 
to multiple hospitals. Prune the number of sales engineers. Add sales engineers with less experience / Intéms to assist the 


main sales engineers. 


12. Work with the marketing departments to create Demo Videos / Documents on surgical device usages, These must be 
uploaded and maintained in the MTC intra / internet. The URL Links for these training videos must,6é Maistre current 


always and shared with the hospitals. 
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Thank you 


